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EDITORIAL NOTE 


Hard-pressed financially many United States cities are, there neverthe- 
less lively market for municipal securities the United States. Apparently, 
however, similar credit facilities are not available for cities many European 
countries. The Tax Institute grateful Professor Robert Mossé for permis- 
sion use Tax abridged copy his memorandum the pro- 
posed European municipal credit institute. 

The plan described the accompanying article provides European munici- 
pal credit system that similar the International Bank system adopted 
Bretton Woods. Considerable progress this plan appears 
have been made. The European Municipal Credit Community was set 
Geneva 26th September 1954 “international non-profit-earning body 
within the meaning Article seq. the Swiss Civil Code.” Its registered 
offices are 157, Route Florissant, Geneva, and its administrative head- 
quarters, President’s Office and Secretariat the Town Hall Turin. 

the request the editor Professor Mossé has supplied the following 
addendum the article: 


the invitation the European Community for Municipal Credit meeting 
experts was held, November 21-23, the City Hall Torino (Italy). There were 
present the experts appointed the Governments Austria, Germany, and Switzer- 
land, several international agencies (European Coal and Steel, Organisation for Euro- 
pean Economic Cooperation, Council Europe, etc.), and few financial institutions 
(associations bankers, national municipal credit agencies). 

The whole Avant-Projet Mossé was submitted thorough discussion and many 
valuable criticisms and comments were offered. The purpose the meeting was not 
reach any decision but advise the promoters. the light the various reactions and 
suggestions revised project will prepared and submitted second meeting 
experts, held Luxembourg, with the help the European Coal and Steel Com- 
munity, the spring. 

It,should mentioned that the German Government has taken special interest 
and presented thirteen-point questionnaire. The Secretary General, Professor Robert 
Mossé, has been invited draft and issue Memorandum the German Question- 
naire, which will serve working document for the next meeting. After this meeting, 
the plan set Plenary Conference, perhaps called Government, during 
which official documents (Articles Agreement, Treaty, etc.) might drafted and 
submitted Governments for ratification. This Plenary meeting might take place 
the latter part 1958. 


footnote this article provided recent news stories concerning $15 
million loan which Amsterdam seeking Wall Street for electric power and 
harbor projects. This the first time Dutch city has come the United States 
float bond issue and the first offering the United States markets any 
European city since the thirties. (The New York Times, February and 
February 23, 1958.) 


Solving European Municipal Credit Problems 


PLAN FOR EUROPEAN MUNICIPAL CREDIT INSTITUTE SUBMITTED 
COMMITTEE MUNICIPAL AND REGIONAL AFFAIRS, CONSULTATIVE 
ASSEMBLY, COUNCIL EUROPE, STRASBOURG, FRANCE, 

MARCH 1957 


Municipal Councillor Grenoble, Professor the University Grenoble, 
Member the Executive Committee the European Municipal Credit Union 


Local government authorities are always acutely aware their responsi- 
bilities, since their task provide such basic necessities human life 
water, gas, electricity, transport, education, etc. 

unfortunately impossible begin laying water mains, extending elec- 
tric supplies, building sewers, providing covered market-places carrying 
out any other municipal activity without first raising the necessary funds. 

There are always rates and taxes, course, but they are not always con- 
venient source income. Whether for lack authority, for political reasons, 
because taxation does not yield sufficient returns, local authorities are unable 
rely solely this source. would wrong so, moreover, since cer- 
tain important projects are designed last and will benefit future generations. 
would therefore unjust make the present generation bear the whole 
cost, particularly since each generation tends more numerous than the 
last. would unfair, for instance, make community with 10,000 in- 
habitants 1956 pay for infrastructure projects designed for population 
14,000 16,000 years’ time. Recourse must therefore had loans. 

Admittedly, machinery already exists most European countries en- 
able municipalities raise loans. Switzerland, for example, municipalities 
may borrow easily and cheaply, but this exception the general rule. 
France has its Caisse des Dépéts Consignations, its Crédit Foncier and 
other bodies, but their available loan capital falls far short requirements. 
was shown Berrurier his report the Congress French 
Mayors, municipalities managed raise less than 100,000 million francs 
1955, whereas requirements are the region 250,000 million per annum. 
addition this shortage loan capital, interest rates are very high, often 
exceeding Some European countries are more fortunate than France 
this respect; others less 

this field, many others, co-operation European scale might 
help solve certain problems which are virtually beyond the grasp indi- 
vidual nations, for there are considerable differences between countries which 
make them complementary. 
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Certain countries have abundant supplies cheap capital which they would 
glad invest about 3.5%, provided they were offered guaran- 
tees, particularly regards currency. former Swiss Federal Minis- 
ter Finance, told the Venice meeting the States-General that “new 
savings” Switzerland yield annual sum between 2,500 3,000 million 
Swiss francs which rarely invested more than 3%. France has shown, 
both the distant and recent past, that capable producing and 
investing capital, provided that security offered. Savings would stimu- 
lated many European countries which have experienced inflation invest- 
ment opportunities were available currency providing the maximum 
safeguards. well-known, moreover, that thousands millions dollars’ 
worth Western European capital has found its way the United States, 
where earns ridiculously low rates interest. 

Considerable funds would thus released were decided organise 
fully guaranteed system. must find new ways inducing European capital, 
which now refuses come forward finds its way abroad, bring new vitality 
sectors the European economy where most needed and most likely 
yield returns. 

this end, important provide satisfactory long-term rates interest, 
with regular redemption, and, particular, guarantee that the capital in- 
vested will retain its value, regardless fluctuations individual national cur- 
rencies. Loans must therefore quoted stable monetary unit such the 
European dollar already adopted the European Payments Union EPU 
dollar). this way, investors can sure recovering the full value their 
capital. 

Such guarantee must cover both exchange and transfera- 
bility—could hardly envisaged the early post-war years. The various Gov- 
ernments had introduced complex exchange regulations from which they were 
unwilling depart. Now, after five six years monetary stability, consid- 
erable progress has been made towards maintaining current balance pay- 
ments despite occasional setbacks. Exchange controls have been relaxed, and 
now possible envisage new policy based active direction the flow 
international capital, rather than prohibitions passive control. 

Surely not fantastic give serious thought European municipal credit 
machinery, which would stimulate saving and help distribute the product 
where most needed. the same time, Governments would have addi- 
tional means, ready hand, countering current payment deficits the direc- 
tion capital into suitable channels. 

Thus, the task have set ourselves the perfectly feasible and desirable 
one setting large European municipal credit institution. 

This institution should begin with capital 500 million European dollars, 
paid 20% and subscribed jointly local authorities, national savings 
institutions (nationalised insurance organisations, old-age pension funds, sav- 
ings banks, trustee banks, etc.), States, and possibly certain private semi- 
private bodies. This capital would provide security cover for municipal loans, 
contracted under the auspices and guarantee the European Institute. The 
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total volume operations thus “guaranteed” can estimated many times 
the amount capital subscribed (possibly between 1,500 and 2,000 millions), 
and machinery such that described hereunder would make possible 
guarantee continuous operations. 

The idea setting European municipal credit system was first put for- 
ward the Council European Municipalities its meeting Palermo 
January 1953. was well received and keenly canvassed the Council’s im- 

September 1954, the European Municipal Credit Community was founded 
Geneva research and planning organisation, and October 1954 its 
creation was ratified Resolution the IInd States-General European 
Municipalities Venice. Extracts from this Resolution are quoted below: 


The States-General European municipalities, meeting Venice, approves the es- 
tablishment European Municipal Credit Community. 
The aims this Community shall be: 
(a) set European Municipal Credit Institute, 
(b) extend municipal credit both nationally and internationally, 
(c) prepare such studies and take such action are considered necessary for 
the improvement municipal credit facilities; 


The States-General decides that European Municipal Credit Institute shall 
created. 


The function this Institute shall provide loans municipalities which are 
members the Council European Municipalities, for capital undertakings which 
cannot financed their normal budget; the primary aim loans should 
facilitate the building houses, but they should also contribute other municipal 
development projects, such electric power stations, water supplies, hospitals, etc.; 

The European Municipal Credit Community instructed make all arrange- 
ments for the establishment the European Municipal Credit Institute, with its 
headquarters Geneva; 


Governments are invited encourage the establishment National Credit Insti- 
tutions and take all steps required ensure the operation, financing and develop- 
ment the European Municipal Credit Institute. 


. 


The réle the European Municipal Credit Community that research, 
planning and liaison body. 
Its aims are follows: 


(a) set European Municipal Credit Institute; 
(b) extend municipal credit national and European basis. 


the light these two aims, required carry out any studies, take any 
measures and establish any contacts which may necessary useful. 

The present Report further evidence the Community’s vitality. con- 
tains draft Plan, which, though neither final nor complete, sufficiently de- 
tailed and precise serve basis for subsequent consultations 
mately for definitive text. 


FUNCTIONS THE INsTITUTE 


The Institute has been envisaged three different forms: purely munici- 
pal body, intergovernmental organisation and combination the two. 
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its purely municipal form, the Institute Fund for Inter-Municipal Assist- 

ance would have been kind co-operative credit institute set between 
number municipalities. 

The capital would then have been provided the municipalities themselves 
which would have been the sole “shareholders” and have had full control the 
organisation. This was the idea underlying the Freiburghaus Plan, which was 
given first reading the Board Directors its meeting Bad-Homburg 
22nd March 1956. 

This approach immediately led number practical difficulties which 
stem from the very position municipalities. most European countries the 
municipalities not enjoy sufficient independence enable them become 
members international mutual credit organisation. Moreover, even they 
could obtain the necessary authority, they could provide neither sufficient capital 
serve security nor the technicians needed for their purpose. Besides, 
difficult imagine bank controlled entirely the borrowers, for would 
fail inspire the lenders with the necessary confidence. 

However keen our desire promote local autonomy, cannot press 
gardless the facts and set organisation designed function 
such autonomy already existed. 

The future Institute must perforce provide place for Governments, certain 
public institutions national savings bodies, well for international organi- 
sations. 

its second form the European Institute would have been set “an 
inter-municipal assistance organisation first remove, that say federa- 
tion national Institutes.” 

this case the Board Directors would have been composed the Di- 
rectors each National Fund. 

This second approach was blocked major practical difficulty. fact, 
there are very few countries possessing sound national Institute, which has 
stood the test time (Belgium one). would thus have been necessary first 
set suitable national Institutes and then try and federate them. Even 
this had proved feasible, after much waste time, such system would have 
been contrary the cherished principles the advocates municipal credit 
European scale. make secret our desire provide the munici- 
palities with credit facilities which would free them, least partially, from 
financial dependence Governments and central authorities. present, 
almost the only funds available the municipalities are those lent central 
administrative (or semi-administrative) bodies. Federalism European scale 
demands certain measure decentralisation, making for greater autonomy 
and thereby protecting local democratic institutions and encouraging better 
town and country planning. were merely question facilitating the 
financing National Funds, which would emerge with their authority over the 
borrowing municipalities intact even enhanced, there would certainly 
grounds for enthusiasm local government circles. 

Unlike the first approach, which assumed degree autonomy which has 
not yet been attained, the second approach would encourage centralisation, 
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and might well over-strengthen the financial control States over municipali- 
ties. 


thus became necessary find new half-way approach, which would take 
due account legislative and banking conditions while yet being significant 
step forward towards greater financial independence for the municipalities. 

its compromise form, the Institute conceived purely financial organi- 
sation European scope with substantial initial capital. This capital, will 
seen, would subscribed partly the municipalities, but partly too the 
Governments, nationalised institutions national savings bodies and 
financial institutions. formula must worked out for voting strength the 


General Assembly and the allocation powers among the various participants 
their representatives. 


Institute these lines will have three functions: 


(A) will act research service and agency for the compilation, analysis and 
dissemination information available funds, money markets, credit insti- 
tutes, methods raising loans, etc. 

such, will able put borrowers touch with lenders, prepare ap- 
plications and model agreements, and perhaps establish standard European 
rates for municipal credit designed protect municipalities against occasional 
exploitation. 

short, the Institute would act independent financial adviser, helping 
municipalities find the best types loan and the best terms business. 
this capacity, would effective instrument for the defence munici- 
pal finance and would facilitate local government borrowing. This would 
great benefit the small municipalities which need technical assistance and 
would glad find other quarters than the supervisory authority. 
would also benefit the larger municipalities which are sure ap- 
preciate “European financial advisory service” when they wish issue loan 
(as former times). 


(B) would insurance and guarantee institution, offering additional guar- 
antees over and above those already provided the municipalities and the 
State. 

Thanks this further guarantee (comparable underwriting, “acceptance” 
“credit insurance”) municipalities, singly groups, would able 
borrow more favourable terms. 

This guarantee would not, however, guarantee solvency, this being pro- 
vided the securities offered the municipality and the approval the Gov- 
ernment which stands surety for it. would guarantee against monetary risks, 
which meant guarantees respect exchange fluctuations and transferabil- 
ity. Loans would have quoted stable currency, this case European dol- 
lars (E.P.U. Units Account). The Institute would guarantee the annual payments 
(interest and redemption) any desired currency amount corresponding 

The Institute would have intervene only the municipality and the State both 
failed fulfil their obligations. Once the loan expressed E.P.U. units ac- 
count, there must certainty that the municipality and State will fulfil their ob- 
ligations. Legal formulae must worked out precise enough prevent any eva- 
sion, and the Institute must even prepared cover the risk court invali- 
dating the gold (or price-indexing) clause. 

The risk non-transferability different kind. The Institute must have 
adequate reserves gold and hard currency able convert from one cur- 
rency into another, should State unable so. Here, the Institute will play 
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somewhat similar role that the International Monetary Fund, the European 

Payments Union the Bank for International Settlements. fulfilling this second 

function—exchange and transferability guarantees—the Institute will act in- 

surance institution original kind rather than bank. 

(C) third function may, however, envisaged, virtue which the Institute 
would. become fully fledged finance institution for long-term investments. 
could issue bonds its own name any national market, several 
markets simultaneously and thus raise capital lent the municipalities. 
Operations this kind would certainly have authorized the Statutes, 
but would doubt necessary wait for the Institute become firmly 
established before turning issues this kind. 
Such issues are great importance municipalities, especially those 
small medium size, which cannot borrow their own account and re- 
quire such modest sums that the floating loan not justified. would 
very useful the Institute controlled Investment Fund enabling 
make direct loans municipalities, again E.P.U. dollars. Governments 
would provide special endowment for direct loans, the Institute could un- 
dertake operations this kind any early date (participation the Mes- 
sina Investment Fund). The Institute might also receive short medium-term 
deposits from municipalities and reciprocate granting cash advances which 
would much appreciated not only local government officials, but also 
their suppliers and creditors. 


will seen, therefore, that envisage the European Municipal Credit 
Institute body fulfilling series functions, adapted the complex char- 
acteristics and needs the European municipalities. 


INVESTMENTS 


must stated emphatically that funds lent municipalities—whether 
the form loans guaranteed the Institute loans provided directly 
the Institute—would for sound investments and circumstances for gen- 
eral emergency relief assistance. 

The E.M.C.C. plan bears resemblance the original plans for “Euro- 
pean Fund for International Assistance,” the purpose which was give finan- 
cial assistance municipalities overtaken floods similar disasters. 

the contrary, our plan based principles rational economic finance 
similar those adopted the large financial institutions, except that long- 
term loans are here intended for local authorities instead for private concerns. 

Like the International Bank for Reconstruction and Development, the Insti- 
tute would only consider loans for specific operations capable earning suf- 
ficient income cover the annual costs repayment. There would therefore 
question financing unremunerative public works, such building 
roads for free public use. 

the other hand, the construction water mains, abattoirs dwellings, 
the provision extension gas electricity systems, the introduction im- 
provement urban (or suburban) transport systems, all which may reason- 
ably expected produce future returns, would qualify for loans. 

most cases, the nominal value this income will increase with any rise 
prices due monetary depreciation. The Institute will thus have form 
guarantee that increasing income will keep pace with the obligation main- 
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tain the value annual payments terms units account. 
course, price adjustments might found lag behind the fall the external 
value the currency concerned, but this precisely where the surety the 
State and the guarantee the Institute would come into play. Moreover, 
should the terms the loan provide for income earmarked system 
which might not always acceptable the municipalities) there reason 
why the municipality should not spread its commitments over its income 
whole. 

will noted that, result the development social security, certain 
social services (hospitals, dispensaries, sanatoriums, children’s homes, holi- 
day centres) have become “paying concerns,” since full costs are often re- 
funded the Social Security authorities. order ensure efficient 
administration services financed with the Institute’s assistance, such services 
should have separate budget and should authorised credit sums re- 
ceived grants-in-aid towards the care the poor. 

With regard low-rent family housing, the decision whether may 
considered sound investment need not depend solely the rent paid. 
determining its soundness investment—a prerequisite acceptance— 
allowance should made for subsidies, premiums other supplementary 
payments received from the State from local authorities, private associa- 
tions family allowance funds. 

The soundness and economic advisability the transaction must sub- 
jected careful economic analysis the Institute’s services, which will have 
perfect their methods study. Thereafter, the Institute’s approval will 
the economic equivalent “certificate quality” and will testify the 
soundness and opportuneness the proposed operation. this way, the In- 
stitute will insure local authorities and their citizens against over-ambitious, 
hastily conceived economically unsound projects. Needless say, all plans 
must considered within the wider context town and country planning. 

believe that this concept reflects the change which has come over the 
work the municipalities the last half century. increasing extent 
they have taken over commercial and industrial services, thus bringing about 
the “municipal socialism” advocated among others, Professor Edgar Mil- 
haud. They must given the necessary means carry out this new policy. 

The concept economic soundness profitability should not inter- 
preted any narrow sense. must remembered that conversion and re- 
funding loans may show return insofar they reduce the burden annual 
payments borne municipality. This complex question which each 
particular case must considered its merits, but not wish rule 
out this type operation. 


SysTEM SUBSCRIBING 


has long been realised that the volume capital must adequate not 
only meet the considerable needs the European municipalities, but also 
set fund which will inspire investors with confidence. 
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The capital should fixed not less than 500 million units 
(equivalent 500 million dollars 175,000 million French francs). 

will realised that the International Bank for Reconstruction and De- 
velopment has capital amounting 10,000 million dollars, twenty times 
much. France’s share alone the International Monetary Fund 525 
million dollars (and the time when these sums were fixed the purchasing 
power the dollar was greater than present). 

think terms capital 500 million units for municipal 
investments Europe can means regarded over-ambitious. The 
fact that, 1955, municipal loans France totalled almost 100,000 million 
French francs (Berrurier Report) gives indication the volume opera- 
tions now carried out this field. 


This capital will payable units account, corresponding 
the stable dollar. 


Payments will made follows: 


the subscribed capital will immediate demand, being paid 
gold and 15% the national currency, the the form credit made 


out the Institute the books the Central Bank (or any other appointed 
institution). 


will remain call meet the Institute’s liabilities respect its ex- 
change and transferability guarantees; however, only half this 80% may de- 


Subscribers will undertake maintain the value units the 
paid-up share their subscription. For instance, the case share valued 
1,000 units, which 20% has been paid follows: units 
gold and 150 units French francs (i.e. 52,500 French the 
French franc should drop the level 500 francs per unit, the French 
subscriber would obliged pay however many additional French francs 
were required the value the subscription (22,500 francs). 

This system similar the one adopted Bretton Woods for the Inter- 
national Bank. The Statutes the Bank provide for the immediate payment 
10% the subscription (as compared with 20% for our Institute), 
being payable gold (instead 5%). They also provide for maintenance 
the gold value subscription. 


Subscribers will fall into three categories: 


(a) Municipalities 
(b) States and public institutions, national savings bodies, such banks and 


nationalized insurance companies, social security and pension funds, co-op- 
eratives etc. 


(c) Other subscribers, who may private companies perhaps individuals. 


The apportionment the capital between the three categories sub- 
scribers and shares (municipal shares, “public” shares, ordinary shares) raised 
very delicate problem. the light criticisms put forward, think that 
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our previous proposals should amended, and now make the following purely 
tentative suggestions, realising that this question must debated due course: 


Total captital 
units 

(a) Municipal shares 250,000 shares million 
200 units 

(b) Public shares 300,000 shares million 
1,000 units 

150,000 shares 150 million 
1,000 units 

shares 500 million 

will noted that the value the municipal shares far the lowest; 

nevertheless, view the aims the Institute and the origin the scheme, 

important that they should have special preferential treatment, carrying 


voting rights the General Assembly equal those the other shares. 


ensure sound financial administration, guarantees and loans will only 
provided with the approval Loans Committee, for which suitable 
voting system will devised. 


Needless say, Governments will have authorise municipalities sub- 
scribe the Institute, necessary enacting suitable legislation. Action 
the Ministers Finance and Central Banks will required order 
convert into gold the payable this form. 


Nature the Guarantee 


The guarantee provided the Institute insurance against the risks 
devaluation and non-transferability. 


other words, once loan agreements have been concluded units, 
the Institute guarantees: 


(a) the effective repayment “E.P.U. value” equal the value the loan. 
Thus block shares, issued Switzerland behalf France, re- 
quires annual payment one million E.P.U. units, the Institute must 
guarantee payment the equivalent French francs million E.P.U. units 
the date when payment falls due; this being guarantee the proper ful- 
filment “fixed value” contract. Such guarantee only second line 
defence—that is, only comes into play the municipality and the State fail 
honour their obligations, and therefore seldom likely invoked; 

(b) transferability, that facilities enabling the lender convert the French 
francs received into Swiss francs any other currency his choice. Here again, 
the guarantee would only come into play the borrowing State refused 
undertake the conversion. 


What the borrower refused insert units account the con- 
tract? Could the Institute, return for suitable insurance premium 
provide its guarantee? This question best left unanswered for the time 
being. 
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Guarantee Funds 


has been seen, the Institute will receive initial payments, partly gold. 
will able, moreover, “call for” additional instalments necessary. 
Experts will have consulted the volume transactions which could 
guaranteed with capital 500 million dollars. 

will recalled that drew distinction between the unpaid portion 
available call national guarantee and that available 
mutual guarantee. 

will appreciated that subscribers will not want underwrite commit- 
ments which are beyond the means weak currency countries. meet this 
difficulty, propose limiting 40% the capital available call mutual 
guarantee. 

Once operations are under way, the Institute will have pay most its 
commission earnings into “special reserve,” order strengthen the guarantee 
fund and thus open the way further operations. 

also have mind the building exchange reserve from the 
proceeds loans. Thus, the case loan issued Switzerland, the In- 
stitute would transfer the French Government only 75% the proceeds 
units (or Swiss francs) and would retain the balance Swiss francs 
credit, enabling the French Government mobilise French 
francs. 

view the nature the guarantee provided, the volume the proposed 
capital should inspire full confidence. 


SCALE OPERATIONS 


What sum can the Institute guarantee with capital 500 million 
dollars? have already said, experts will have consulted before 
final answer can given. One thing any rate certain: the Institute will 
not use its capital make loans. The capital merely second third line 
defence. 

The precaution must taken paying the bulk the “insurance pre- 
miums” into guarantee fund, thus increasing (or restoring) the operating 
capacity the Institute its activites expand. Strict attention must also 
paid the development its exchange reserves. 


INTEREST AND REDEMPTION 


very difficult forecast the terms which will possible con- 
tract loans, since they depend the international economic situation the 
moment. 

But the fundamental justification for the Institute the enormous dis- 
parity between the interest rates different European countries. While 
some countries one can find much money one wants (and even 
less), others rates 6%, and even more are prevalent, excluding com- 
mission and accessory costs which increase the burden interest still further. 


| 
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The basic idea, therefore, establish kind “common market” for capital 
which much more reasonable rate interest could obtained. 

The obvious cause this disparity fluctuating supply and demand; but, 
more deeply into the matter, find that monetary insecurity the 
real reason for high rates interest and for the reluctance savers transfer 
their capital. word, the mobility savings must restored. Investors 
must induced invest their savings where they are likely most profit- 
able. 

Judging the situation the end 1956, not fanciful suppose that 
very large issues could made well below (including the insurance 
commission which the Institute would have charge). This would lower 
rate for municipal borrowing than that now obtaining France, Germany 
and elsewhere and, even the rare cases where possible borrow 
between and 6%, additional supplies capital the rate mentioned 
would welcome. 

regards redemption, the effect monetary insecurity shorten the 
period redemption. There are few savers willing lend, formerly, for 
more than 15, not mention years. The Institute will render valuable 
service, its guarantee makes longer-term loans possible. 

obvious that the shorter the period the loan, the heavier the annual 
costs. The relief obtained from lengthening the period the loan least 
great that obtained from reduced rates interest. the municipalities 
are usually concerned with projects which only yield long-term returns, 
most desirable that they should able borrow for long periods. 

may add that the Institute will have devote particular attention 
conversion (or refunding) operations which make possible replace 
medium-term debts long-term loans and appreciably ease the financial 
burden many municipalities. 


Economic 


The plan for European Municipal Credit Institute includes machinery 
which might affect not only financial relations between nations but also the 
internal economic situation each. One fear may that the comparative 
freedom allowed for movements capital may upset the balance payments 
position; another that influx capital may cause inflationary pressures. 
propose look into these two fears and show that they are unfounded, 
being based misunderstanding the interplay economic forces. 


Effect the Balance Payments 

Let consider the case loan issued Switzerland behalf French 
municipality (or group 

certain sum dollars will immediately placed France’s 
credit with the (or its Ageat, the France will thus receive 
additional foreign currency which will enable her either make deficit, 
reduce her indebtedness more foreign currency French 
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importers. However used, this credit will addition the revenue. 
the transaction improves the current balance payments position means 
influx capital. 

succeeding years, course, France will have make the annual pay- 
ments for which she has assumed liability. will observed, however, that 
these are payable francs the current rate exchange, the Institute being 
responsible for transferability, one its specific functions. France can 
convert the French francs into Swiss francs, she will so, but she finds 
herself momentary difficulties, the transferability guarantee will come into 
play, and the Institute will make the necessary arrangements. need be, 
foreign currency advance the lines those made the International 
Monetary Fund might contemplated. 

Let now take different case and suppose that loan issued France 
behalf Italian municipalities. Here France will have make payment 
the Institute, part which the Institute wiil want converted into gold. 
France has credit balance with the U., payment will effected 
debiting her account, which will course reduce her stock foreign cur- 
rency. 

But such transactions will occur precisely when one country has surplus 
foreign currency which wishes put good use. not absurd that 
country should freeze its international resources (in the form gold 
deposits with American banks) when has reserves, instead lending some 
its reserves, interest and under guarantee, country which temporarily 
needs 

There was time when normal communications and exchange facilities 
enabled any country, any moment, balance its accounts with the outside 
world either lending borrowing. With the present abuse exchange 
controls, have reached the paradoxical situation where, even Europe, 
there can country like Switzerland overflowing with unused gold and 
and foreign currency, while neighbouring country may need temporary 
help deal, say, with the effects bad harvest. 

Provision has been made the international level the form Inter- 
national Monetary Fund; but the system rigid and, let added, 
divorced from Europe, that Europe has little prospect getting the 
help she may need from it. Europe herself, the positions the various 
countries are sufficiently complementary promise easy solution these 
problems. 

may objected that wish abolish controls and are out restore 
the free movement capital, which some people reject inequitable. But that 
really mis-statement the problem. The choice between passive super- 
vision the movement capital and active direction the national and 
international planes. 

Instead supervision and prohibition, must henceforth attempt 
channel and direct the international flow capital accordance with the 
needs and resources each country. 
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The national authorities will retain the power turn the currency tap off 
and required, authorising this that operation the Institute. 

For instance, certain moment France needs additional foreign cur- 
rency, she will authorise one more municipalities place issue bonds 
Switzerland (or elsewhere) under the auspices the Institute, and will 
thus obtain the Swiss francs units she requires. 

another moment, France may have foreign currency dispose of; 
which case she can authorise the issue loan France behalf say, 
Italian Belgian municipalities, thus laying the basis for future earnings and 
turning profitable use resources which would otherwise remain idle. 

Thus the organisation which are proposing will help establish veri- 
table European “clearing house” or, other words, planned common market 
for capital. 

There will return haphazard transfers capital, inspired 
spirit easy profit and speculation. are moving towards international con- 
trol capital movements, towards European co-operation regulating the 
flow capital. 

will observed that this would form welcome complement the 
Bretton Woods Agreements, which were content call for return free- 
dom regards current payments and were not concerned with the movement 
capital. The latter still subject national sovereignty and the good 
will the hard-currency countries. Now has far been impossible set 
free current payments account controls over the movement capital 
and the difficulty distinguishing between the two types operation. Being 
unable determine whether given operation current payment 
movement capital disguise, the Governments are obliged control every- 
thing. systematic but elastic system directing capital movements thus 
essential first step towards return the freedom current payments 
desired the authors the Bretton Woods Charter. 

The system which advocate will encourage the flow capital towards 
profitable investments the municipal sector and will clear the present 
state chaos with its juxtaposition areas plentiful but dormant capital 
and areas where shortage capital hampers economic progress and the em- 
ployment labour. 

Although exchange controls used means—not always effective one 
—of preventing the flight capital, has now become obstacle its normal 
flow from centres capital formation areas where capital needed. 

The European Municipal Credit Institute will great experiment re- 
storing European capital its proper place the European economy, which 
will thereby receive stimulus where needed. 


The Fear Inflation Pressure 


mistake think that inflationary pressure would result from recourse 
foreign capital. Let again take our example loan issued Switzerland 
behalf French municipalities. 

The operation would certainly release purchasing power equal the amount 


TAX POLICY 


the loan. But, counterpart, the Office des Changes would receive 
E.P.U. currency credit with the (or E.P.U.) amounting 75% the 
loan, which currency could distributed French importers payable 
French francs, thus causing reduction purchasing power. Further, im- 
porters, bringing foreign goods would increase the national resources and 
remove any risk inflation. will observed that this operation not infla- 
tionary, would be, for instance, the financing municipal projects means 
national savings put back into circulation, for the latter case there would 
influx foreign goods counteract the growth purchasing power. 

the case the lending country, might claimed that there would 
danger deflation; but general rule there such risk, for the capital 
question has been lying dormant and has not been absorbed into the national 
economy. Such countries will not harmed the departure capital which 
was left unused. 

the last resort, the machinery adaptable enough allow the Govern- 
ments concerned exert their influence the desired direction. Thus, 
period where some monetary stimulus seems necessary encourage expansion, 
the Government the borrowing country can quite well transfer the proceeds 
the municipal loan without putting the currency immediate use, which 
case the effect imports will cancel out the monetary stimulus. 

course will for the Governments authorise only such operations 
are consistent with the requirements current policy. other words, 
question not merely liberalising the monetary system, but also operating 
within the framework general economic policy. 

the end this short economic analysis the reader will have realised that 
the proposed system will provide the Governments with new instruments 
economic policy, capable serving wider purposes than the promotion 
municipal investment. 


